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INTRODUCTION 

Please state your name and business address. 

Gerald P. O’Connor, 1844 Ferry Road, Naperville, Illinois 60563 

By whom and in what position are you employed? 

I am the Senior Vice President of Finance and Strategic Planning for Nicor Inc. and 

Northern Illinois Gas Company dibla Nicor Gas Company (“Nicor Gas” or the 

“Company”). 

Are you the same Gerald P. O’Connor that provided direct and rebuttal testimony 

in this matter? 

Yes. 

PURPOSE OF TESTIMONY 

What is the purpose of your surrebuttal testimony in this proceeding? 

The purposes of my surrebuttal testimony are to respond to the rebuttal testimony of: 

(1) Illinois Commerce Commission (the “Commission” or “ICC”) Staff (“Staff”) 
witness David Brightwell regarding his recommendations for Rider CUA and 
Rider EEP. (Brightwell Reh., Staff Ex. 25.0); 

( 2 )  Staff witness Peter Lazare regarding his recommendations on the use of riders. 
(Lazare Reb., Staff Ex. 20.0); 

(3) Attorney General (“AG’) and Citizens Utility Board (“CUB’) (collectively 
“AGKUB”) witness Scott Rubin regarding his recommendations on the use of 
riders generally and his recommendations for four of Nicor Gas’ proposed riders 
in this proceeding: Rider UEA, Rider CUA, Rider VBA and Rider QIP. (Ruhin 
Reh., AG/CUB Ex. 5.0); and 
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(4) Staff witnesses Dianne Hathhorn (Hathhorn Reb., Staff Ex. 15.0) and David 
Sackett (Sackett Reb., Staff Ex. 24.0) regarding their testimony relating to 
affiliate interest transactions and affiliate access to Nicor Gas facilities. 

SUMMARY OF CONCLUSIONS 

What is the conclusion of your surrebuttal testimony? 

I provide support for and conclude that each of the following riders proposed by the 

Company is necessary to address a specific business condition facing Nicor Gas both 

now and in the future: 

Uncollectible Expense: Rider 26, Uncollectible Expense Adjustment (“Rider 
UEA”); 

Natural Gas Used by Nicor Gas: Rider 27, Company Use Adjustment (“Rider 
CUA”); 

Volume Balancing Adjustment: Rider 28, Volume Balancing Adjustment 
(“Rider VBA”); 

Energy Efficiency Plan Expenses: Rider 29, Energy Efficiency Plan (“Rider 
EEP”); and 

Infrastructure Replacement Program: Rider 30, Qualifying Infrastructure 
Plant (“Rider QIP”). 

I also provide support for and conclude that Nicor Gas affiliate transactions are 

conducted in accordance with existing Commission approvals and in compliance with 

applicable Commission rules. 
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ITEMIZED ATTACHMENTS 

Are you sponsoring any schedules? 

Yes. In addition to my surrebuttal testimony, which has been labeled as Nicor Gas 

Exhibit 46.0, I am sponsoring Nicor Gas Exhibits 46.1 through 46.3. I will discuss these 

exhibits later in my testimony. 

OTHER NICOR GAS WITNESSES 

Do other Nicor Gas witnesses also respond to the rebuttal testimony of Staff and 

Intervenors regarding the Company’s proposed riders? 

Yes. On rebuttal, numerous Nicor Gas witnesses responded to the direct testimony of 

Staff and Intervenors. (See Nicor Gas Ex. 27.0,3:45-459). On surrebuttal, Nicor Gas 

witness Robert R. Mudra will discuss the relationship between the Company’s customer 

charges and Rider VBA. (Mudra Sur., Nicor Gas Ex. 48.0). Nicor Gas witness Kristine 

J. Nichols will provide further support for Rider EEP. (Nichols Sur., Nicor Gas 

Ex. 47.0). Nicor Gas witness Anthony R. McCain will further discuss Rider QIP 

benefits. (McCain Sur.: Nicor Gas Ex. 39.0). Nicor Gas witness Jeff D. Makholm, Ph.D. 

will discuss whether there is a relationship between the proposed riders and the 

Company’s rate of return. (Makholm Sur., Nicor Gas Ex. 44.0). Finally, Nicor Gas 

witness Steven M. Fetter will address Staff witness. Lazare’s views regarding the 

proposed riders. (Fetter Sur., Nicor Gas Ex. 36.0). 
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OVERVIEW OF PROPOSED RIDERS 

Please summarize why Nicor Gas is requesting approval of five new riders. 

As discussed in my direct and rebuttal testimony, Nicor Gas is proposing each new rider 

for several reasons. For example, Nicor Gas proposes Riders UEA and CUA to respond 

to significant year-to-year volatility in natural gas prices, which has had a substantial 

negative impact on the Company’s opportunity to recover its gas-price related costs for 

operations and the level of its uncollectible expense. In addition, Nicor Gas proposes to 

introduce, through Riders VBA and EEP, a rate design that breaks the direct link between 

delivery volumes and the Company’s recovery of fixed costs, which will allow the 

Company to propose and support a funding mechanism for energy efficiency programs. 

Finally, Nicor Gas proposes Rider QIP to establish an appropriate cost recovery 

mechanism for certain additional capital investments in a timely fashion to facilitate 

Nicor Gas’ ongoing replacement of its old cast iron main and copper services. 

EXPENSE RECOVERY RIDERS (RIDERS UEA AND CUA) 

What expense related riders is Nicor Gas proposing in this proceeding? 

Nicor Gas is proposing Rider UEA, which would provide for timely recovery of the 

volatile and significant cost associated with bad debt. Nicor Gas also is proposing Rider 

CUA, which would provide for timely recovery of the volatile and significant e.ffects of 

changes in the price of natural gas used by the Company in the normal course of its 

business operations 
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Whose testimony will you be addressing with respect to the expense recovery riders? 

I will respond to rebuttal testimony provided by Staff witness Lazare (Lazare Reb., Staff 

Ex. 20.0) and AG/CUR witness Rubin (Rubin Reb., AG/CUR Ex. 5.0). 

Does Nicor Gas agree with Mr. Lazare’s arguments opposing Nicor Gas’ proposed 

expense recovery riders? 

No. Mr. Lazare argues that approval of the two proposed expense recovery riders would 

“further the interests of shareholders a1 the expense of ratepayers.” (Lazare Reb.. Staff 

Ex. 20.0, 5:93-94). He conveniently fails to note that both expense riders are designed to 

be symmetrical, so that if company use expense or uncollectible expense is less than the 

level approved in this case, ratepayers have an opportunity to secure the benefits of those 

cost reductions without waiting for a future rate case. 

Has Mr. Lazare responded to the fact that the impacts of natural gas prices are (a) 

significant in terms of Nicor Gas’ ability to recover its allowed costs, (b) volatile, and 

(c) largely outside the control of management? 

No. 

Has Mr. Lazare addressed Nicor Gas’ inability to recover o r  refund the impact of 

higher o r  lower costs related to volatile gas prices than those allowed in a rate case, 

between rate cases and in the absence of Riders CUA and UEA? 

No. 

Does Nicor Gas agree with AG/CUB witness Rubin’s characterization of Riders 

UEA and CUA as representing 6% of the average residential customer’s hills and 
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raising “$21.2 million per year for Nicor”? (Rubin Reb., AG/CUB Ex. 5.0,15:313- 

20). 

No. As displayed in Nicor Gas Exhibit 27.1, the impact of high and volatile gas costs in 

2007 meant Nicor Gas under-recovered its allowed operating costs by almost $21 

million, and had these riders been in effect, the recovery of these costs would have raised 

average residential customers’ annual charges by 1%. not 6% as Mr. Rubin suggests. To 

assert, as Mr. Rubin has done, that Nicor Gas would raise $21.2 million per year from 

Riders UEA and CUA is misleading. As stated previously, Nicor Gas is unable to 

forecast long range gas prices with certainty, and consequently is unable to forecast the 

financial impact of Riders UEA and CUA prospectively. 

How docs Nicor Gas respond to the following statement by Mr. Rubin: 

“Mr. O’Connor states that Riders UEA and CUA by themselves (that is, just two of 

the new riders the Company has proposed) would increase Nicor’s net income by 

almost 10% annually”? (Rubin Reb., AG/CUB Ex. 5.0, 15:329-32). 

Mr. Rubin mischaracterizes my rebuttal testimony. I did not say approval of Riders IJEA 

and CUA would increase the Company’s net income by 10% annually. The illustration 

provided in my rebuttal demonstrated the comparative effect the riders would have had 

between ratepayers and Nicor Gas, had they been in place in 2007. I provided no future 

projection because the future price of gas is uncertain. Rather, the purpose of these 

proposed riders is lo provide Nicor Gas a fair opportunity to recover its allowed costs and 

not to increase its net income. The impact of the expense riders is symmetrical. 

Approval of both of these riders would permit Nicor Gas a fair opportunity to recover ils 

actual costs should gas prices rise and provide refunds to ratepayers when gas prices fall. 
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Will the approval of Riders UEA and CUA somehow improve Nicor Gas’ 

profitability as claimed by AGKUB witness Mr. Rubin? (Rubin Reb. AGKUB 

Ea. 5.0,15:332). 

No. Both riders are designed only to permit recovery of costs incurred, not improve 

Nicor Gas’ profitability. Again, Mr. Rubin conveniently fails to note that both expense 

riders are designed to be symmetrical, so that if company use expense or uncollectible 

expense is less than the level approved in this case, ratepayers have an opportunity to 

secure the immediate benefit of refunds without waiting for such a possibility in a future 

rate case. 

Has Mr. Rubin responded to the fact that the impacts of natural gas prices are (a) 

significant in terms of Nicor Gas’ ability to recover its allowed costs, (b) volatile, and 

(c) largely outside the control of management? 

No. 

Has Mr. Rubin addressed Nicor Gas’ inability to recover the increase in costs 

related to volatile gas prices o r  refund the decrease in costs related to volatile gas 

prices between rate cases? 

No. 

A. 

Please briefly describe Rider UEA. 

Proposed Rider UEA provides for timely recovery of the volatile and significant cost 

associated with bad debt. It would allow for either a reduction or increase in charges to 

customers based on the difference between the amount of uncollectible expense approved 

RIDER 26: UNCOLLECTIBLE EXPENSE ADJUSTMENT 
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by the Commission in this proceeding and the actual amount incurred by the Company on 

an annual basis. The proposed Rider UEA provides that no adjustments would be made 

if the difference between the rate case amount and actual expense falls within a 5% 

“dead-band” around the rate case amount. 

Which Staff or Intervenor witnesses have addressed Rider UEA? 

Other than AG/CUB witness Rubin’s general statements discussed above, Staff witness 

Lazare is the only witness who addresses Rider UEA. (Lazare Reb., Staff Ex. 20.0). 

Does Mr. Lazare oppose Nicor Gas’ proposed Rider UEA? 

Yes. Mr. Lazare questions whether Nicor Gas has an incentive to manage the 

uncollectible process outside of the proposed 5% dead band. He ignores my rebuttal 

testimony regarding cash management as a significant incentive to manage uncollectible 

expense both within and outside the proposed dead band. (O’Connor Reb., Nicor Gas 

Ex. 27.0, 13:256-60). Importantly, he does not disagree with my argument that the dead 

band provides a significant incentive to manage the uncollectible process within the 

proposed dead band. Given that Mr. Lazare’s sole concern is the question of the 

Company’s incentives to continue to try to lower the uncollectible expense, which are 

more than amply shown in my testimony, the Commission should approve Rider UEA. 

From a policy perspective, why should the Commission approve Rider UEA? 

Uncollectible expense is a significant cost to the Company and is largely dictated by 

natural gas prices, a factor that is not within the Company’s control. Natural gas prices 

are volatile, which, in turn, means that the level of uncollectible expense for the test year 
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likely will not be predictive of the level of uncollectible expense that will be experienced 

in subsequent years. 

Rider UEA is designed to be fair and equitable to both Nicor Gas and its 

customers. It provides Nicor Gas a reasonable opportunity to recover its actual 

uncollectible costs and, through the dead-band feature, also creates strong incentives for 

Nicor Gas to do all it can to manage those costs effectively. Rider UEA also benefits 

customers by providing them the opportunity to receive a reduction in their bills if 

uncollectible expense fall below 95% of the amount approved in base rates in the test 

year. 

In summary, the Commission should approve Rider UEA because uncollectible 

expense costs are suitable for recovery through a rider and the methodology for recovery 

proposed by Rider UEA is fair and equitable to Nicor Gas and its customers. 

B. RIDER 27: COMPANY USE GAS COST ADJUSTMENT 

Please briefly describe Rider CUA. 

Rider CUA provides for timely recovery of the volatile and significant effects of gas 

price changes in the cost of natural gas used by the Company in the normal course of its 

business operations. Rider CUA does not seek recovery of the volume difference of 

company use gas; instead it seeks recovery or refund of the impact of natural gas price 

changes on company use expense. 

Staff witness Brightwell and AG/CUB witness Rubin suggest that the Company 

could recover unusually high gas costs through the amortization of Account 823 

expenses. (Brightwell Reb., Staff Ex. 25.0,3:50-53; Rubin Reb., AG/CUB Ex. 5.0, 
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16:342-57). Does Nicor Gas consider such a mechanism appropriate to protect it 

and ratepayers from the impact of natural gas prices? 

No. The mechanism to which Mr. Brightwell refers permits a utility to amortize 

substantial cost impacts over a period of years rather than in a single year with 

Commission approval. (Brightwell Reb., Staff Ex. 25.0, 3:50-53). The mechanism does 

not provide for either a utility’s recovery of costs incurred in excess of the level of 

company use expense approved in base rates, nor does it refund customers when actual 

average gas prices are less than the amount included in base rates. Finally, the 

mechanism applies only to physical gas losses in storage fields (Account 823), and not to 

other company use gas expenses (Accounts 8 19 and 932). 

Will amortization of Account 823 expenses improve the Company’s net income as 

asserted by AGKUB witness Rubin? (Rubin Reb., AG/CUB Ex 5.0, 16346-57). 

No. Mr. Rubin is incorrect. The effect of an amortization would be to positively impact 

one year, and negatively impact each subsequent year of the amortization period. Other 

than providing a temporary timing impact, an amortization cannot improve net income. 

Moreover, Mr. Rubin’s amortization proposal fails to allow for refunds to ratepayers 

when company use gas prices are below those allowed in base rates. 

Staff witness Brightwell now seems to imply that company use gas costs are not 

significant. (Brightwell Reb., Staff Ex. 25.0,4:77). Does Nicor Gas agree? 

No. Mr. Brightwell concluded that a $1 .00 change in test-year forecasted average price 

of natural gas appears more significant when compared with the Company’s proposed 

operating income rather than its original cost rate base. (Brightwell Reb., Staff Ex. 25.0, 
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4:77-82). For example, in 2006, one year after Nicor Gas’ last rate case, Docket No. 04- 

0779 (“2004 Rate Case”), company use expense was $17.9 million, or almost 91% above 

the level included in base rates. (O’Connor Dir., Nicor Gas Ex. 12.0, 18:304). The 

Operating Income impact was a reduction of almost 12%, and Nicor Gas failed to recover 

its actual costs for 2006. 

Does Nicor Gas agree with Mr. Brightwell’s assertion that “Mr. O’Connor’s method 

fails to separate the impact of changes in natural gas prices from the impact of 

changes in volume”? (Brightwell Reb., Staff Ex. 25.0,6:130-31). 

No. Rider CUA is designed to recover, or refund, the impact of gas price changes to the 

prices allowed in the most recent rate case only. In simple terms, the formula takes thc 

difference between the actual average gas price incurred in any year and the average price 

approved in the most recent rate case, and multiplies the result by the volume of company 

use gas approved in the most recent rate case. The result will either be a refund to 

ratepayers or a charge under the rider. Rider CUA does not provide for the recovery of 

any costs associated with higher volumes used. 

Does Nicor Gas agree with Mr. Brightwell’s recommendation to “reject Rider CUA 

on the grounds that it distorts the company’s incentive to conserve gas”? 

(Brightwell Reb., Staff Ex. 25.0,6:130-31). 

No. Because the rider does not provide for recovery of increases associated with volume, 

the Company continues to have a strong incentive to lower usage to reduce cost just as it 

has incentives to reduce other costs. Mr. Brightwell ignores the rebuttal testimony of 

Nicor Gas witness Gary Bartlett, which clearly demonstrates that Nicor Gas’ ability to 
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conserve company use is very limited, with or without Rider CUA. (Bartlett Reb., Nicor 

Cas Ex. 19.0, 33:736-34:760). 

What is the Company’s response to Mr. Brightwell’s volatility or coefficient of 

variation (“CV’’) analysis of gas prices? (Brightwell Reb., Staff Ex. 25.0,6:113- 

7:136). 

There is a fundamental misconception contained within Mr. Brightwell’s analysis. He 

has assumed that Nicor Cas consumes company use therms equally over each month of 

each year. On the contrary, usage varies greatly from month to month, and any avcrage 

price calculation needs to be weighted in accordance with monthly usage. The attached 

Nicor Gas Exhibit 46.1 shows the calculation of weighted average price for each of the 

past eight years, and computes the coefficient of variation at .52, which is a significantly 

higher number than computed by Mr. Brightwell. As shown on the exhibit, the CV of 

company use gas prices is almost five times more volatile than for non-commodity 

related operating and maintenance (“O&M’) expenses. 

From a policy perspective, why should the Commission approve Rider CUA? 

Company use expense is a significant cost to Nicor Gas and is driven by natural gas 

prices, a factor that is not within the control of the Company. Natural gas prices, in turn, 

are volatile, which means that the level of company use expense for the test year likely 

will not be predictive of the level of company use expense that will be experienced in 

subsequent years. 

Rider CUA is designed to be fair and equitable both to Nicor Gas and its 

customers. It provides Nicor Gas a reasonable opportunity to recover its actual costs for 
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company use and, because it only applies to changes in gas prices and not to changes in 

volumes of company use gas consumed, also creates a strong incentive for Nicor Gas to 

do all it can to manage those costs effectively. Rider CUA also benefits the Company’s 

customers by providing them a reduction in their bills if gas prices fall below the gas 

price used to calculate the amount of company use expense included in base rates. 

In summary, the Commission should approve Rider CUA because company use 

expense is suitable for recovery through a rider and the methodology for recovery 

proposed by Rider CUA is fair and equitable to Nicor Gas and its customers. 

VIII. VOLUME BALANCING ADJUSTMENT AND ENERGY EFFICIENCY RIDERS 
268 
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(RIDERS VBA AND EEP) 

Please describe Rider VBA and Rider EEP. 

Nicor Gas’ proposed Rider VBA is a revenue stabilization or “decoupling” mechanism, 

consistent with similar riders previously approved by the Commission in Peoples Gas’ 

and North Shore Gas’ recent rate proceedings. Peoples Gus, Docket Nos. 07-0241/07- 

0242 (consol.), Order at I53 (Feb. 5,2008) (“Peoples Gas Order”). Nicor Gas’ proposed 

Rider EEP is a funding mechanism for new energy efficiency programs to promotc 

increased conservation by its customers, also consistent with similar riders previously 

approved by the Commission in the Peoples Gas Order. Together, these two new riders 

promote increased energy efficiency in a manner that is a -‘win-win” situation for both 

Nicor Gas and its customers. 
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A. RIDER 28: VOLUME BALANCING ADJUSTMENT 

Please provide a brief overview of Nicor Cas’ proposed Rider VBA. 

Rider VBA provides the Company the opportunity to recover its fixed costs as approved 

in this proceeding, despite changes in weather or conservation from year to year. The 

rider is designed symmetrically in that over collections of revenues are refunded lo 

customers and under collections are charged to customers. 

Does Nicor Cas agree with AGKUB witness Rubin that “[rlather than a complete 

denial of service, a utility could delay customer connections; change the way it 

allocates resources to customer connections and restorations, so that customers 

whose lost revenues cannot be recovered through Rider VBA are  given higher 

priority; and so on”? (Ruhin Reb., AG/CUB Ex. 5.0,17:366-71). 

No. Having failed to support his contention in his direct testimony that the Company 

might refuse or neglect to provide scrvice following approval of a volume balancing 

adjustment rider, Mr. Rubin now raises new and similarly unsubstantiated concerns. He 

also fails to recognize that the Company remains accountable for its service obligations to 

the Commission and that ratepayers would have recourse in the event of a deterioration of 

service. 

Did any other witness object to Rider VBA? 

No. Staff witness Burma Jones highlighted an alternative mechanism and she provided 

suggested modifications to the Company’s proposed Rider VBA. (Jones Dir., Staff 

Ex. 3.0, 22:401-27545). Mr. Mudra responded to Ms. Jones’ mechanism in his rebuttal 

testimony. (Mudra Reb., Nicor Gas Ex. 29.0). The Company agreed to Ms. Jones’ 

14 Nicor Gas Ex. 46.0 
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suggested modifications to the Nicor Gas’s proposed Rider VBA. (Id., 53:1107-19). 

Based on the Company’s response to Mr. Rubin’s perverse incentive argument above and 

Ms. Jones’ alternative mechanism, the Company’s proposed Rider VBA should be 

approved as modified by Ms. Jones. 

From a policy perspective, why should the Commission approve Rider VBA? 

The Company’s existing rate design wherein a substantial portion of its fixed costs arc 

recovered through volumetric charges does not promote energy conservation. Rider 

VBA is being offered as a four-year pilot program and promotes Nicor Gas’ partnership 

with its customers to achieve greater energy conservation gains. Rider VBA also benefits 

the Company’s customers by providing credits when weather is colder than normal and 

gas bills are likely to be high. 

In summary, the Commission should approve Rider VBA because it is an 

appropriate rate design solution that balances the promotion of energy conservation with 

the need to provide the Company with the opportunity to recover its fixed costs. 

B. RIDER 29: ENERGY EFFICIENCY PLAN 

Please briefly describe Nicor Gas’ proposal for Rider EEP. 

Nicor Gas’ proposed Rider EEP is similar to the energy efficiency rider approved by the 

Commission in the Peoples Gas Order. Specifically, Nicor Gas proposes establishing an 

Advisory Board that would have responsibility for designing and operating the Energy 

Efficiency Plan. Under the plan, Nicor Gas would be a fiscal agent, transferring up to 

$13 million per year of customer-supplied funds to vendors for Advisory Board-approved 

energy efficiency programs. 
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Staff witness Mr. Brightwell has indicated a number of concerns with the Rider 

EEP Conservation Stabilization Adjustment (“CSA”): (a) Program Implementers 

are  likely to have an incentive to overstate the therm savings in order to receive 

approval from the Advisory Board; (b) there is no ex-post evaluation of these 

projects to determine the accuracy of the ex-ante estimates of therm savings; and 

(c) management structure gives the Company the ability to determine the projects 

developed and the level of gas savings that result from the projects. (Brightwell 

Reb., Staff Ex. 25.0,9:181-19:403). How does the Company respond to his first 

concern? 

Any attempt by the Program Implementers to overstate the projected level of therm 

savings would be checked by the broadly-based Advisory Board of energy efficiency 

experts, which brings the most suitable level of expertise required to objectively assess 

each proposed project. 

How does Nieor Gas respond to Mr. Brightwell’s second concern that ex-ante and 

ex-post evaluations should occur? 

16 Nicor Gas Ex. 46.0 

Nicor Gas fully supports ex-post or after-the-fact evaluations of projects, including each 

project’s success in achieving energy efficiency targets developed by the Advisory 

Board. Indeed, thc proposed plan calls for such evaluations and for such findings to be 

used for future project evaluations. 

What is the Company’s response to Mr. Brightwell’s final concern regarding the 

management structure should CSA be approved? 
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A. 

Mr. Brightwell claims that there is potential for abuse because Nicor Gas has the ability 

to determine the projects developed and the level of gas savings that result from the 

projects. Nicor Gas agrees that it should not, and affirmatively states that it does not, 

have the ability to determine the projects developed and the level of gas savings that 

result from the projects under the plan‘s proposed management structure. That is 

precisely why Nicor Gas has advocated the governance structure outlined in the 

testimony of Nicor Gas witness Kristine Nichols. (See Nichols Dir., Nicor Gas Ex. 13.0). 

From a policy perspective, why should the Commission approve Rider EEP? 

Increased energy efficiency is a worthy public policy goal and it is of great importance to 

the Commission, ratepayers and the State of Illinois. Indeed, the only Intervenor with 

energy efficiency experience provides testimony supporting the Company’s proposed 

Rider EEP. 

Rider EEP and the Company’s proposed energy efficiency plan are modeled after 

the plan and rider considered and approved by the Commission in the Peoples Gas Order. 

Simply stated, Rider EEP is an appropriately structured mechanism to provide funding 

for the development of energy efficiency programs in the Company’s service territory 

and should be approved by the Commission. 

RIDER 30: QUALIFIED INFRASTRUCTURE PLANT 

Please provide a brief overview of Nicor Gas’ proposed Rider QIP. 

Nicor Gas’ proposed Rider QIP provides for the return of and on investment arising from 

the Company’s program to replace cast iron main and copper services. In developing its 

Rider QIP, the Company considered guidance from the Commission regarding the criteria 

17 Nicor Gas Ex. 46.0 
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for any rider proposal seeking to recover certain costs associated with such capital 

investments outside of a rate ease, and also the requirements set forth for infrastructure 

plant surcharges in Section 9-220.2 of the Act and Part 656 of the Commission‘s rules. 

220 ILCS 5/9-220.2; 83 Ill. Adm. Code Part 656. 

Does Nicor Gas agree with Staff witness Lazarc’s contention that expected rate 

payer benefits arising from approval of Rider QIP are  “tenuous”? (Lazare Meb., 

Staff Ex. 20.0,9:199). 

No. As outlined in my direct and rebuttal testimonies, as well as the direct and rebuttal 

testimonies of Nicor Gas witness Anthony McCain, there are several benefits to 

ratepayers. (See Nieor Gas Exs. 12.0, 27.0, 5.0 and 20.0 respectively). In summary, as 

set forth in the testimony of Mr. McCain, these include: (1) immediate O&M cost 

reduction of $6,000 per mile of main; (2) a future improvement in leak rates and related 

cost avoidance that is supported by historic improvements arising from the Company’s 

risk-based approach to infrastructure improvements; (3) improved customer service and 

lower long term costs arising from relocation of inside meters and the related 

improvement of meter reading accuracy; (4) reduced training and improved staffing 

efficiencies upon completion of the project, together with related cost savings; and 

(5) improved leak investigation efficiency and effectiveness by eliminating lower 

pressure systems. 

Does the Company agree with AGlCUB witness Rubin’s assessment that Rider QIP 

is not cost effective? (Rubin Reb., AGKUB Ex. 5.0, 18:382-83). 

No. Mr. Rubin failed to consider the un-quantified but considerable benefits that will 

accrue to ratepayers in the future as outlined above. 
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From a policy perspective, why should the Commission approve Rider QIP? 

While the current rate of replacement does not pose a threat to safety or reliability of 

service, the Company’s cast iron main and copper services are old, inefficient and costly 

to maintain. For operational purposes, Nicor Gas would like to replace all of these 

remaining facilities at an accelerated pace. Accordingly, the Commission should approve 

Rider QIP because it will improve the efficiency and reliability of the Company’s 

distribution system. It also will pass on reduced O&M costs to customers on a timely 

basis. 

AFFILIATE TRANSACTIONS AND ACCESS TO NICOR GAS FACILITIES 

How does the Company respond to the comments of Staff witness Hathhorn 

regarding affiliate transactions? (Hathhorn Reb., Staff Ex. 15.0,19:401-04). 

Nicor Gas properly applies its tariffs, and properly charges affiliates for services, 

including billing services, provided pursuant to tariff or under the terms of the 

Commission-approved Operating Agreement between Nicor Gas and its affiliates (the 

“Operating Agreement”). (Nicor Gas Ex. 46.3). Moreover, Nicor Gas’ interactions with 

affiliates are proper and in conformance with the Commission’s rules. The surrebuttal 

testimony of Nicor Gas witness James M. Gorenz specifically addresses the revenue 

requirement adjustment relating to affiliated billing services proposed in Ms. Hatbhorn’s 

rebuttal testimony. (Gorenz Sur., Nicor Gas Ex. 45.0). 

Nicor Gas fully understands that it is within the Commission’s discretion to order 

investigations of its regulated entities. It is Nicor Gas’ position that there is no evidence 

within this proceeding that warrants such an investigation. However, Nicor Gas does not 
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object to the Commission initiating an investigation to examine the Operating 

Agreement, to address those issues raised in Ms. IIathhom's testimony, and those issues 

raised in Staff witness Sackett's rebutal testimony. 

With regard to transactions with its affiliates, does Nicor Gas have policies and 

procedures to assure regulatory compliance? 

Yes. Nicor Gas has Company Policy Order A-54 "Illinois Commerce Commission 

Regulation of Transactions between Nicor Gas and its Affiliates," which sets forth the 

procedures for transacting business with its affiliates. (See Nicor Gas Ex. 46.2). Nicor 

Gas also has in place procedures for review and approval of proposed transactions with 

affiliates by its Chief Compliance Officer. In addition, Nicor Gas employees who 

interact with affiliates receive training about dealing with such affiliates and the 

requirements of Part 550 of the rules of the Commission. 83 Ill. Adm. Code Part 550. 

Those policies and procedures require that transactions with affiliates are accounted for 

properly in accordance with the requirements of the Operating Agreement, which the 

Commission approved in Docket No. 00-0537. 

Are there internal controls in place to provide assurance that these policies and 

procedures are complied with? If so, please describe them. 

Yes. The Company has a number of internal controls in place to provide such assurance, 

including: 

Employee Training - Upon hire, Nicor Gas trains its new employees as to its 
inter-company billing policies, and approximately every two years employees 
dealing with affiliates must complete on-line training regarding such policies. 
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Policy Reminders -Twice a year, a memo is sent to managers company-wide, 
reminding them of Nicor Gas’ policies and the need to be diligent in billing 
affiliates. 

Billing Reminders -Each month, a memo is sent to all employees that regularly 
bill affiliates, reminding them of the need to bill affiliates for that month. 

Monitoring - Quarterly, the Accounting Internal Control department intervicws a 
sample of employees and examines their billings to affiliates to ensure policy 
compliance. 

Internal Audits - Bi-annually, the Internal Audit Department conducts a 
comprehensive audit of inter-company billing practices. The results of such 
audits are provided to the Commission. 

Certifications - Each quarter, all managers and officers of Nicor Inc. and its 
wholly owned affiliates complete a survey in which they are required to statc 
whether they are aware of any processes or activities being performed that are not 
in accordance with the Company’s policies. 

Does Nicor Gas have Commission authorization for each service that it provides to 

an affiliate and does it provide such service in compliance with such authorization? 

Yes. 

Does Nicor Gas have Commission authorization for each service that it receives 

from an affiliate and is such service provided to Nicor Gas in compliance with such 

authorization? 

Yes. 

What a re  Staff witness Mr. Sackett’s comments regarding affiliate access to 

Company facilities? (Sackett Reb., Staff Ex. 24.0,47:1028- 52:1126). 

First, Mr. Sackett raises concerns regarding use of the Nicor Inc. website for advertising 

by its non-utility subsidiaries. Second, he raises concerns regarding use of the Nicor Gas 
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Q. 

A. 

call centers to market affiliate services. Finally, he recommends that any subsequent 

proceeding as recommended by Staff witness Ms. Hathhom, consider a warranty service 

known as Gas Line Comfort Guard. 

Docs Nicor Gas have any comments regarding use of the Nicor Inc. website to 

market affiliate services? 

Mr. Sackett contends that all Customer Select suppliers should be provided with the same 

type of link on the Nicor Inc. website that is provided to Nicor Advanced Energy, a 

subsidiary of Nicor Inc. that is a Customer Select supplier. (Sackett Reb., Staff Ex. 24.0, 

49:1070-5O:lOSl). Mr. Sackett acknowledges that the website is owned by the 

Company's parent, Nicor Inc., not by Nicor Gas, but contends that the use of the website 

should be investigated because it is referenced on the Company's gas bills and customers 

can navigate from the pages inkolving Nicor Gas services to pages relating to products 

and services offered by non-regulated affiliates of Nicor Gas. (Id., 48:1039-49: 1062). 

The wrw.nicor.com website (with its associated domain names) is used by Nicor 

Inc. to provide information about itself and its subsidiaries to many different 

constituencies, including investors and potential investors, employees. business partners. 

vendors and suppliers, and customers and potential customers. What Mr. Sackett ignores 

is the need for public companies like Nicor Inc. to maintain a clear, comprehensive and 

user-friendly website to communicate to the public concerning the operations of its 

various business segments. For instance, the Securities and Exchange Commission is 

increasingly looking to websites as an important disclosure tool for the companies it 

regulates. Nicor Inc. has responsibility and potential exposure for information it 

disseminates via its website. Understandably, it has no interest in having its operations, 
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financial results: brand names or corporate goodwill confused with non-affiliated 

businesses. 

The Company recognizes that the use of the Nicor Inc. website by Nicor Gas as a 

means to provide customers with information about its utility operations is subject to the 

Commission’s approval. In fact, such usage by Nicor Gas is authorized under, and 

complies with, the requirements of the Commission-approved Operating Agreement. 

Mr. Sackett does not contend otherwise. As Mr. Sackett also appears to recognize, the 

use by Nicor Inc. of its website as a means of providing information about its non- 

regulated operations is not subject to regulation by the Commission. (Sackett Reb., Staff 

Ex. 24.0,49:1057-58). 

What is the Company’s response to Staff witness Mr. Sackett’s assertion regarding 

use of the Nicor Gas call center to market affiliate services? 

Mr. Sackett considers it unfair to other providers of gas commodity and related products 

and services that Nicor Gas provides call center marketing services to an affiliate. 

(Sackett Reb., Staff Ex. 24.0, 50: 108849). In fact, the call center services that Nicor 

Gas provides to Nicor Services are authorized under the Operating Agreement, and Nicor 

Gas charges Nicor Services appropriately for these services. Mr. Sackett does not 

contend otherwise. 

Mr. Sackett recommends that the Commission investigate whether Gas Line 

Comfort Guard should be subject to rate regulation. (Sackett Reb., Staff Ex. 24.0, 

50:1117-19). What is Nicor Gas’ response? 
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Nicor Gas provides customer solicitation. billing and repair services to Nicor Services for 

Gas Line Comfort Guard. Nicor Gas is authorized to provide these services for Nicor 

Services under the Operating Agreement, which allows for the provision of billing 

services, customer solicitation and operational services (see Sections 2.2 (a), (d) and (e) 

of the Operating Agreement), and charges Nicor Sertices appropriately for these 

services. While recognizing that Gas Line Comfort Guard is a product that is not 

provided by Nicor Gas, Mr. Sackett nonetheless recommends that the Commission 

investigate whether the product should be subject to rate regulation. I am at a loss to 

understand how Mr. Sackett could conclude that a product offering by a non-utility 

affiliate ofNicor Gas might be made subject to rate regulation by the Commission. 

CONCLUSION 

Does that conclude your surrebuttal testimony? 

Yes. 
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Nicor Gas 

EFFECTIVE January 17,2005 POLICY ORDER A-54 

SUPERSEDES: Policy Order A-54 effeaive 
November 1,2001 

REFERENCES: LIIinois Public Utilities Act; SUBJECT: Illinois Commerce 
Part 550 of 1II.C.C. Regulations; 
Operating Agreement between 
Nicor Gas and Affrliates; 
Policy Order L-6 Affiliates 

Commission Regulation 
of Transactions between 
N h  Gas and its 

Transactions between gas utilities and their affiliates are subject to regulation by the Illinois Commerce 
Commission (“1II.C.C.”). With some exceptions, mntracts and arrangements between gas utilities and 
their affiliates must receive the prior consent ofthe 1II.C.C. In addition, the Illinois Public Utilities Act 
( “ P U P )  and 1II.C.C. rules prohibit or restrict certain types of interactions by gas utilities with their 
affiliates. It is the palicy of Nicor Gas to comply fully with these laws and regulations in its interactions 
with affiliates. 

A. The Operatine Agreement 

The II1.C.C. has approved an Operating Agreement (the “Operating Agreement”) between Nicor Gas and 
most of its affiliates. Among other things, the Operating Agreement permits Nicor Gas to (if provide 
certain types of services to affiliates, (ii) receive certain types of services from affiliates, (iii) make 
available certain Nicor Gas facilities for use by affiliates, (iv) effectuate the sale of assets and (v) use 
certain facilities of afliliates. Transactions between Nicor Gas and its afftliates that are permitted by the 
Operating Agreement may be undertaken without further approval by the 1II.C.C. as long as those services 
or facilities are provided in the manner outlined in the Operating Agreement and are not prohibited by 
specific 1II.C.C. rules. 

Nicor Gas recognizes the potential benefits from transactions with affiliates that are permitted under the 
Operating Agreement. Therefore, Nicor Gas may enter into transactions with affiliates that involve 
provision or receipt of services and use of facilities to the extent provided by the Operating Agreement 
and not prohibited by specific 1II.C.C. rules. 

1. Rewired charges 

If Nicor Gas is the provider of services or facilities under the Operating Agreement, the applicable 
affiliates shall generally be charged for the scrvices and facilities at an amount equal to or greater than 
Nicor Gas’ fully distributed cost. If Nicor Gas provides similar services to the general public under an 
1II.C.C. approved pricing mechanism, that third-party price should be charged to the affiliate instead of 
fully distributed cost. 

If Nicor Gas is the recipient of services or facilities, Nicor Gas shall generally be charged for services and 
facilities at an amount equal to or less than the applicable affiliate’s fully distributed cost. If the affiliate 
provides similar services to the general public, and the affiliate receives a substantial portion of its 
revenue from such transaction with the general public, that third-party price should be charged to Nicor 
Gas instead of fully distributed cost. 

Fully distributed cost includes direct costs, allocated costs, and a charge for indirect costs. 
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2. Facilities 
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Facilities that may be provided under the Operating Agreement include office space and equipment (copy 
machines, filing cabinets, furniture, etc.), computer equipment and nehvorks (including peripheral 
devices, storage media and software), communications equipment, vehicles and supplies. 

For practical reasons, Nicor Gas will generally own all applicable facilities that are provided under the 
Operating Agreement. For example, Nicor Gas should own all furniture and fixtures in the General 
Office building. It should also own all computer soffware and computer equipment that are used by both 
Nicor Gas and amliates. The cost of such facilities will be recovered through the charge for indirect 
costs. 

Facilities that are used exclusively by an aftiliate should be purchased by or charged directly to the 
affiliate. Examples include computer software used exclusively for an affiliate's own purposes, and 
furniture and fixtures in a building rented and used exclusively by an affiliate. 

3. Services 

Services include administrative and management support (executive, accounting, legal, secretarial, tax, 
treasury, etc.), personnel services, purchasing services, technical (IT) services, operational services, joint 
purchasing and customer support. 

Standard support services that are provided to all Nicor Gas employees will be charged to affiliates via an 
indirect labor additive. All other services of Nicor Gas employees tbat are specifically attributable to an 
affiliate shall be directly charged to the affiliate. 

Example: An affiliate desires to design a compensation and benefit package specific to its 
employees. Since this goes beyond standard personnel services covered by the 
indirect labor additive, Nicor Gas should directly charge the affiliate for this 
service. 

An affiliate desires computer programming specific to its needs. Since this goes 
beyond standard information technologies services covered by the indirect labor 
additive, Nicor Gas should directly charge the affiliate for this service. 

Example: 

Appropriate systems for accumulating hours worked for affiliates and distributing associated charges shall 
be maintained. Labor charges will reflect the effects of overtime and paid absences. 

4. Oblination to Provide Facilities or Services 

Nicor Gas shall not he obligated to provide facilities or services to its affiliates. l'herefore, affiliates are 
encouraged to consult with Nicor Gas before making decisions that depend on its support. 

Example: An affiliate purchases computer software to be used exclusively for its own 
purposes. To support the software, incremental shared computer equipment such 
as servers and disk storage is necessary. Nicor Gas is not required to purchase 
such equipment. In that case, the affiliate may need to acquire its own computer 
equipment for its exclusive use. 

An affiliate purchnw comprlter s o h w  utilizing technolo%y that is not 
supported by Nicor Gas. Nicor Gas is not obligated to acquire the technology or 
skills necessary to support the affiliate. 

rx~ , l~ ip l~ :  
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B. Authonzations and Comdiance Questions 

It shall be the responsibility of the Nicor Gas officer in charge of a transaction with an affiliate to mure 
that any necessary III.C.C. authorization has been obtained and that such m s t i o n  is conducted in 
accordance with such authorization and with requirements of the PUA and 1II.C.C. regulations. If such 
transaction involves a contract or arrangement to provide or receive service or use of a facility, the Nicor 
Gas officer shall be responsible to ensure that costs are appropriately accounted for in accordance with 
this policy. 

Questions regarding the requirements of the PUA and 1II.C.C. regulations or interpretation of the 
Operating Agreement shall be directed to the General Counsel of Nicor Gas. Questions regarding 
appropriate accounting for costs under the Operating Agreement shall be directed to the Principal 
Accounting Officer of Nicor Gas. The Accounting Control Department shall review and approve inter- 
billing pricing matters for each type of transaction. 

C. 

As a general rule, conb'acts and arrangements between Nicor Gas and its affiliates that are not specifically 
permitted under the Operating Agreement must receive prior III.C.C. approval unless the PUA or 1II.C.C. 
rules provide a specific exception. 

Currently, no partially -owned subsidiaries of Nicor tnc. are party to the Operating Agreement As such, 
contracts and arrangements between Nicor Gas and such affiliates generally will require prior 1II.C.C. 
approval. 

Transactions with Affiliates that are not Covered bv the Owratinn Ameement 

D. 

The PUA and III.C.C. rules prohibit certain types of interactions between gas utilities and their affiliates 
and impose restrictions on other types. 

For instance, the PUA requires prior approval for a gas utility to guarantee obligations of its affiliates. It 
also prohibits employees of a gas utility from engaging in certain marketing activities on behalf of its 
affiliates that provide heating, ventilating or air conditioning services within the utility's service territory. 

Part 550 of the 1II.C.C. rules (83 I.A.C. Part 550) prohibits or restricts certain activities by a gas utility 
that might discriminate in favor of its affiliates. Among other things, these rules prohibit the gas utility 
from (i) prwiding its affiliates with preferential treatment or advantaxes in connection with services 
provided under tariffs or in releasing or msferr ing interstate pipeline and storage service, (ii) tying 
utility services to the required purchase of goods or services offered by its affiliates, (iii) providing its 
affiliates with preferential access to customer billing and usage information or (iv) enrering into 
transactions with its affiliates that subsidize the affiliates. 

Part 550 imposes special restrictions on a gas utility's dealings with its affiliates in competition with 
alternative retail gas suppliers. Generally, these additional restrictions are designed to require these 
affiliates to function independent of the utility in most respects. 

Part 550 also imposes on gas utilities certain recordkeeping and audit requirements with respect to their 
mnsxt ions  with affiliate>. 

Transactions with Affiliates that are Restricted or Prohibited 
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E. Related Policies 
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See Nicor Gas Policy L-6 for additional guidelines applicable to (i) releases of interstate pipeline capacity 
by Nicor Gas to an affiliate, (ii) purchases of gas by Nicor Gas from an affiliate, (iii) sales of gas by Nicor 
Gas to an affiliate and (iv) sales of Rate 21 or FERC HUB services by Nicor Gas lo an affiliate. 

Paul b c e y  
Vice President and General Counsel 
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Northem nlinois Gas Company 
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and 
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OPERATING A G R E m  

THIS O m n N G  AGREEMENT (Ihir 'Agreement') is made and entered into as of 
the , among NICOR Inc., an llli~ois corporation ("NICOR"). Norlhern f l l i i s  Gas 
Company, an Illinois corporation doing business as N i r  Gas Company ('Nicor Gas"). and each of 
the enlilies identilicd on Exhibit A hcrelo. as such Exhibil A may be amended from lime lo limc in 
accordance with the provisions or lhis Agreement. 

WITNESSFI71: 

WHEREAS, Ihc parties are related by virme of common ownership, directly or 
indirmly. of ihcir equity securiiies by NICOR; and 

WHEREAS. lhe parties bclicve ~hal Ihc central managemenl of certain services. thc 
provision lo each olher of certain services and facilities. and the lranskr of  certain property x e  or 
may be cffxieni and cosl-effective. ad lhe parlies &ire to make provision for lhcse and olher 
transactions as belween Nicor Gas and a NICOR Enlily or Entities; 

WHEREAS, the parties are currently signatories IO an Operating Agreement appmvcd 
by the Illinois Commerce Commission in Dockel No. W 6 ,  

WHEREAS, h i s  agreement is intended to supercede the Operating Agreement approved 
in Docka No. 60256. 

NOW, THEREFORE. io consideralion ofthe foregoing and the mutual covcnanls 
contained herein. the parlies hereby agree as follows: 

ARTlCLE I 
-Definitions and Inremretation 

Section 1.1. Dqini/iuns. As u x d  in this Agrement. the following terms shall have Ute 
respective meanings set foh  below unless the comext olherwise requircs: 

"Acquiflnx Parry" means a Party who desire$ lo acquire real property, intnesu in real 
property, tangible personal property or lnlangible Aasfu hm a Selling Party. 

'ICC' means the Illinois Commerce Commission. 

%'lnrangible Assas' means itcms. ocher &an tangible assels and real propeny, for which 
CON have k e n  incurred to create kture cconomic bcmfiits that may or may not be ncorded as 
assets on lhc Selling Party's f i i a l  slatanmlt. intangible Assets indudc, bul arc rid limited 
lo. opcrabnal knowledge. sohware or intclleaual pmperty derived from inlcrnal r e s d  and 
development efforts. 

%ny' means each, Pnd "Paffies'mam all. of the entities who arc from lime IO time 
a party to this Agreement. 
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"Provider" means il Party who has been requested lo, and who is able and willing to. 
furnish ficilities, provide services or both to a Requestor under the terms of Ihis Agrmnent. 

'Reguesror" means a Party who desires to use facilities. receive services or both. and has 
requested another Parry lo furnish such facifiiiu, provide such smkes or both. 

".Wing Pony" means a Parly who is willing IO sell and  transfer real property, interests in 
real properly. laneible personal property 01 Intangible Assets to an Acquiring Pafly. 

%"COR Enriry" m a n s  any of NlCOR and tbc entities identified on Exhibit A bereto, as 
amended from time to time. 

Seclion 1.2. Purpose and Intent; Intcrpreloion. (a) The purposes and intent of Ibis 
Agtmnent are to set forth procedures and policies to govern (i) transactions between a NlCOR Enlily 
and Nicor Gas, whether such lransactiom occur directly or indirectly as the end resuh of a x r i c s  of 
related transactions and (ii) the allocation of certain joint m i c e  costs. It is not intended lo govern 
trausauions between NICOR Entities lhat do no( involve Nicor Gas (although such entitin may et& to 
apply the provisions of this Agreement to specific rransations) or lo govern rransactions between 
Nicor Gas awl ils subsidiaries. 7bis Agreement shall be intcrpretcd in awordance with such pu'poscs 
and intent. 

(b) The headings o f M i c l a  and Sections contained in this Agreement arc 'lor nfercncc 
purposes only and shall not affcct in any way the meaning or interpretation of this AgrrancnC 
References to Arliclcs, Sections and Exhibits ref-lo micles, sections and exhibits of this Agrrunent 
unless othawise stated. Words such as "herein." "hereinaner," "hmf ,"  "hereto," "hereby" and 
"hereunder," and words of like hpofl, unless the context requires otherwise, refer to lhis Agreement 
(including the Exhibits hereto). 

ARTICLE.lt 
Use of Facilities and Services 

Seclion 2.1. Fudities. U p  che terms and~subjcct to the conditions of this Ag~enmnl. a 
Requestor may request a Provider or Roviders to make available or provide. and. subjat to ths 
provisos at the end of this Section. such Provider or Providers may make available or provide to such 
Requestor. the use of: 

(a) facililies, including. without limitation. oifice space, warehouse and storage space, 
transponation, repair facilities, manufacturing and production facilities. fixtures and office furniture 
and equipmcnr; 

(b) computer equipen1 M h  stand-alone and mainframe) and networks, peripheral 
devices, storage mcdia. and software; 
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(c) communications equipmen!. including, without limitation. audio and video equipment. 
radio equipment, telecommunications equipment and mworks. and transmission and switching 
capability; 

(d) vehicles. including. withaul Imitation, aulomobjles. trucks, vans, trailers, railcars, 
marine vcswls. aircraft, transport equipment, material handling equipment and construction equipment; 
and 

(e) rnachinely. equipment, tools. parts and supplies; 

provided, however, that a Provider shall have no obligation lo provide any of the foregoing. 
considering such factors as the extent that such item or items are not available (either because mch 
Provider docs mt possscss the item or the item is otherwise being used); and providedfiflher, it is 
understood that a Provider has sole discretion in scheduling the use by a Requestor of facilities. 
equipment or capabilitics so as to avoid interference with such Provider's operations. 

Section 2.2. Services. Upon the terms and subject to the conditions of this Agrmeo t ,  a 
Requestor may request a Provider or Providers to provide, and. subject to the provisos at the end of 
this Section, such Provider or Providers may provide to such Requestor: 

(a) administrative and managmnt services, including, without limitation, accounting 
(including. without limitation. bookkeeping, budgeting, forecasting. billing, accounts receivable and 
accounts payable adminislration. and fmncial reporling); audit; executive; finance; cash management 
(including. without limiiation. ekaronic fund transfers. cash receipts processing. managing shorl-term 
borrowings and investments with third p l i e s ,  and short-term borrowing and investing between Parlies 
to this Agrcemcnl snbjecl to the limitations and at the interest rates specified in the Addendum to this 
Agreement); governmental affairs; insurance; information sy3cems services; investment advisory 
services; legal; library; record keeping; secretarial and o h  general office support; real &ale 
management; security holder smices; tax; treasury; and other administrative and management 
services; 

(b) personnel scrviccs, including, withoot limitation, recruiting; training and evaluation 
services; payroll prorrssing; employee ~ f m  administration and processing; labor oegotiatioas and 
managnncnr; and related services; 

(c) purchasing scrviccs, including. wilhwt limitation. preparation and analysis ofproduel 
spctificatjons, rquests for proposals and similar solicitation%; vendor and vendor-producc evaluations; 
purchase order processing; receipl. handling, warehousing and diiburwment of purchased itrmr; 
colllract ncgoriatjon and adrnjnistration; i0vcnfory managemat and disburscmenl; and similar services; 

(d) operatiooal services. iucluding. without limitation, drafting and technical spefifiitiou 
development and evaluation; mnsulting; engineering; environmental; construction; design: resrmrcc 
planning; economic and strategic analysis; research; testing; training; public and governmental 
rclations: and other operational services; and 

(e) customer solicilalion, cuaonm support and other marketing-relaled services. 
including. withoul limitation, customm lists and other customer-related information; 
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' provided, however, that a Provider shall have no obligation lo provide any of the foregoing. 
considering such factors as the exlent that it is no( capable of providing such service (either because 
such Provider does not have personnel capable of providing the rquesled service or the service is  
otherwise being used); and providedfinher, it is understood that a Provider has sole discretion in 
scheduling the use by a Requestor of services so as to avoid interference with such Provider's 
opcratioos. 

Seclion 2.3. Yuinf Purchasing. A Parly may also request that another Pa* or Paflies 
enter into arrangements to effect the joint purchase of goods or services from third panier; provided, 
however, that if Nicor Gas is so requested to enter inlo and agrees lo partkipale in such arrangements. 
it shall do so only if its fully dislributed cw for sucb goods or services is MH thereby inaeaxd. In 
the e m  that any such arrangements are established, OM Parly may be designated as. or serve as. 
agenl for the olhn Parries IO Ihc a r r a n g m a  and may administer the arrangement (including hilling 
and collecting amounts due the vendorfs)) for Ihe other Parties. 

Se&n 2.4. Agreemenrr, Eft. A Provider and Requestor may evidence their agreement 
with r e s p  to the availabilily, provision or use of the facilities, services and activities described in 
chis Article 11 hy ewering into an agreement, lease, license or other wrilten memorandum or evidence; 
provided such agreemenc, lease, license or nher written memorandum or evidence shall m( contain 
t m s  inconsistent with this Agreemenl; and furlfierprovided lhat Ibis Section 2 4  shall no( bed& 
to require any suCb agreement, lease, license or other written memorandum or evidence. 

ARTICLE 111 
Assel Sales 

SeaiOo 3.1. Real Propew Tmm'rs. Upon (he fern and subjd Io lhc w1~3ilions of 
I h i i  Agreemenl. an Acquiring Party may purchase hom a Selling Party. and the Selling ParCy may sell 
to UIC Acquiring Party, real property or interests in real property 

Section 3.2. Tangible Personal Properly. Upon the terns and subject to Ihe conditions of 
Ibis Agreemcnl, an Acquiring Pa* may purchase from a Selling Party. and the Selling Pytr may wll 
to fhc Acquiring Party. tangibte perso~l property. n i s  Section 3.2 shall nn apply to joint prcbasiog 
arrangements (and (be mansaclions ~I~~~cundu) entered inlo pursuaut tu Seclion 2.3 of this Agrrunenl. 

Sectiom 33. Intangible Assets. An Acquiring Party may enler into an agreemml with a 
Selling Paty to purchase, and the Acquiring Party may purchase from the Selling Party and the Sellmg 
Parly may sell to ule Acquiring Party pu~~uanl to such agreement, Intangible Assets. 

Seclion 3.4. NICOR slack. Upon the I m s  and subject lo the conditions of chis Agreement, 
NICOR may issue and sell lo Nicor Gas shares of NICOR Common Stock for the sole purpose of 
enabling Nicor Gas lo meet i ls obligations to its directors and employees in respect of compensation (it 
bemg undmtood lhat Nicor Gas would cause any shares 50 purchased and received to be reissued tu such 
direelon and cmployces in paymolt ofsuch compensation obligations). 
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Seclion 3.5. Agreemenrs, €IC. An Aqoiring Party and a Sclling Party may cvidetite 
lheir agreement with respect to the sale of feal properly and/or tangible personal property described in 
Sections 3.1 or 3.2 by entering into an agreement cf olher written memorandum or evidencc; provided 
such agreement or other written memorandum or evidence shall nol contain terms inconsistcnt with this 
Agreement; andfirlherpru~ded that ihis Seaion 3.5 shall not be deemed to require any such 
agreement or other written memorandum or evidence. 

AR'TlCLE IV 
Charecs: Pavmenf 

Seclion 4.1. Charger. (a) Charges for assels sold and transferred under Sections 3.1.3.2 
and 3.4 shall be determined in accordance wilh the provisions of Section 5.l(a); charges for the use of 
facilities. equipmmt, capabilities or services under Sections 2.1 and 2.2 shall be dctermined in 
accordance withSection 5.  I@); and charges for asscts sold and transferred under Section 3.3 shall bc 
determined in accordance wilh the provisions of Section S.l(c). By acquiring real property. interess 
therein, tangiblcpcrsonal properly or Intangible Assets in accordance with the provisions of Article 111. 
an Acquiring Party shall be deemed to haw agreed IO pay, and shall pay. IO Ule Selling Party the 
charge detcrrnined Iherefar in accordance with Section 5.1fa) or. in the case of Intangible Assets, 
Section 5. I@). By requesting the use of facilities, equipmrot. capabilities and/or services. a Requestor 
shall bc damcd IO have agreed IO pay, and shall pay, IO the Provider or Providers the charge 
determined therefor in accordancc wilh Section S.l(b). 

(b) Charges related io arrangements under Section 2.3 for the joim purchase of goods or 
sc:ices shall be determind in accordance with Section 5.l(a), in the case of assel lransfers. and 
Section 5.l(b). in the case of services and overhead, administrative and other costs. 

Section 4.2. Accounring. Each Party shall maintain adequate books and records with 
respect to the tramactions subject to this Agrement and shall establish unique account numbers in its 
general ledger system whicn shall be used to record the cosls to tx apportioned to the other Parliu. 
Each Party shall be responsible for maimaining internal controls to ensure the costs associated with 
transactions covered by this Agrement are prope~ly and consistently allocated and billcd in accordaoce 
with the terms aml provisions of this Agreement. 

S&Mo 4.3. h w k i n g ,  Puymew. Invoicing and payment for 8he facilities and servim 
specified in Article 11. the asset sales specified in Article 111 or the joint services costs specified in 
Seaion 5.3fa) shall be as follows: 

(a) lor Cbc use of facilities, quipment or capabilities specified in Section 2.1 or the 
provision of xrviccs s p i f i e d  in Section 2.2. a Provider shall invoice the Requestor on a monthly 
basis for the cbarges therefor ap provided in Secfion 4.l(a), and such invoices shall be payable wilbin 
thilty days of receipt; 
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(b) for joint purchasing airangemas specified in Section 2.3, a Party participating in any 
such arrangement shall be invoiced for charges as provided in Scnion 4.l(b), which invoices will be 
payable according lo the terms set by the vendor(s) providing the purchased goods or services. or if a 
Party has been xlccted Io administer such arrangement. pursuant to invoices rendered by such Pany or 
the vendor of the goods or services. which invoices will be payable no later than thirty days of receipt; 

(c) for the sale of real pmpcrty or interests in real property specified in Section 3.1. the 
Acquiring Party shall pay the char@ therefor as provided in Section 4.J(a) 10 the Selling Party upon 
the closing of the sale and transfer of such real propcrty or inkrests therein; 

(d) for the sale of tangibk personal propefly specified in Secthi  3.2, or hangible assas 
specified in Section 3.3, thc Selling Party shall invoice lhr, Acquiring Party Tor the charges iherefor as 
provided in Section 4. ](a), and such invoices shall be payable within thirty days of receip; 

(e) for tbe transfer of NICOR Common Slock specikd in Section 3.4, Nicw G S  shall 
pay the charges therefor as provided in Section 4. ](a) and such payment shall bc made Io NICOR 
concurrently with the issuance and delivery of UK shares of such stock; and 

(0 for joint service costs under Section 5.3(a), NICOR shall invoice &e other parties for 
such costs as provided in Section 5.3(c), and such invoices shall be payable within thifly days of 
receipt. 

Late paymenls -&all bear a rBte ofjntercst representing MCORs cod of funds, as  determined by 
contacting NICOR's commercial paper dealers. but shall in 1x1 event exceed the then-effective rale of 
interest announced by Bank or America Illinois in Chicago, Illinois. The interest shall be based on the 
period of lime lhat the paymenl is late. 

ARTICLE V 
Cost Amrtionmenl Methodology 

Sation 9.1. General Princrjdes. The following general principles shall be used in selling 
charges for transactions between Nicor Gas and NlCOR Entities: 

(a) Sales of Assets. Assa sa ls  between Nicor Gas urd a NICOR Entity shall be charged 
by the Selling Party to the Acquiring F'any at: (i) the fair market value of the Vansferred asset, as 
evidenced by (1) tbe prevailing price for wbich lhe same or similar a w l s  are offered for sale In &e 
general public by the Selling Parry (e.g.. for Nicor Gar, the tariffed charge or other pricing mcclunism 
approved by the ICC) or, if IIO such prevailing price exists, (2) Ihe price at wbich nonaffiliated vendors 
offer the same or similar assets for sak  by reference to quoted market prices, independent appraisals or 
other objcctivefy deferminable cvidenoe or, if no such fair market value is objectively or prdcaMy 
delermnmble, (ii) the historical c a t  of the asset to the Selling Pafly, kss all applicable valuation 
reserves. 
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(b) Use of Facilities or Services 

(i) Fzilities or services provided by Nicor Gas lo  a NlCOR Enlily shall be 
charged by the Provider to the Requestor at: ( 1 )  the prevailing price for which the facility 
or service is provided for sale to the general public by the Provider (Le., the tariffed rate 
or orher pricing mechanism approved by the ICC) or, if no such prevailing price exists. 
(2) an amount equal.to or greater lhan the fully distributed cost (determined as provided in 
Section 5.2) incurred by the Provider in providing such facility or service to the 
Requestor. 

(ii) Facilities or smices  provided by a NlCOR Entity to Nicor Gas shall be 
charged by4he Pro$& lo the Rqucstor at: ( I )  Ule prevailing price for which the facility 
or service is provided for sale to Ihc general public by the Provider (i.e., the price charged 
Io nonafiliala if such transactions with nonaffilialcs CoastiNte a substantial portion of 
such NlCOR Entity's total revenues from such transactions) or. if no such prevailing price 
exists, (2) an amurn no1 to exceed Ibe fully distributed cost (determined as provided in 
Section 5.2) incurred in providing such facility or servke. 

(c) Saks of Intangible Assets. Intangible Assct sales between Nicor Gas and a NlCOR 
Entity shall be charged by the Selling Party to the Acquiring Party (i) under a mechanism to reflect the 
fair market value of theasset as determined by an appraisal or other fair market value study OT, if no 
such fair market value is objectively or practicably dearrninable, (ii) at the fully distributed cost 
incurred to purchase or develop the asset. adjusled to reflect imputed amortization of, if applicable, 
any carrying costs on the unrecorded asset. 

Costs shall be charged lo a Party in accordance with these general principles using either a 
dim( charge or an allocation meuodology. Costs of assels or s m k  specifically attributable to a 
Pany should be charged direnly to such Party. Joint and common costs not specifically attributable to 
a ParQ should be charged to lhe appropriate Parties based on specifi allocaIiw melhcdologies. The 
Panics intend to develop and implement a set of guidelines to address applications of the foregoing 
general principles. 

Sedion 5.2. Fully Dislribued Cm/s. Costs charged on a fufly distributed cost bass shall 
reflect Ihe amouds of direct labor, direct materials and direct purchased services associated With (he 
related asset or m i c e  as provided in subsections (a) and (b). These amounts shall be increased by a 
potlion of indirect costs to reflecl labor, administrative and general and other overhead amounts 1s 
provided in subsection (E). 

(a) Dircct Cosls. Cosls incurred that are specifically attributable to a Parry shall be 
directly charged to the appropriate account. 

(i) Direct Labor: Amounls of direct labor charged lo a Party Shall be based on 
actual direct labor, reflecting the effects of overtime and nonproductive the.  ' 
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For most employees, direct labor shall be charged to a Party pursuanl Io the 
following melhodology: an employee shall report each month the number of hours incurrcd 
in performing activities for such Party. Bared on Ihe lime reponed each month, the regulx. 
preddamined accounl distribution Tor Ihc employee shall be adjusted lo reflecl !he 
distribution ofdirccc labor charges to the appropriate affiliate function. 

Some individuals. departments or organizations may providc a recurring, 
predictable level of services IO a Party or Parties. For lhcse individuals, departments or 
organizations, at 8 minimum a ~ u a l  reviews shall be performed Io determine a normal 
distribu~ion of lime to such Party or Parties. The distribution percenlages derived from 
such reviews shall then be used lo  allontc time with respect to each month. Signifxanl 
deviations of actual activity from these predelmined pcrcenlagcs shall be reporled and 
shall result in adjustments to Ihe predetermined distribution of direct labor charges lo the 
affiliate accounts. 

Overtime shall be reflected in the dim3 labor rates charged IO a Parfy. For 
bargaining unit employeesz direct labor shall be charged based on the base and overtime pay 
amounts under a Party's collective bargaining agreements. Likewise, Tor nor-bargaining 
employees who are cornpensated for overtime. direct labor shall be charged based on &e 
base pay amounts incurred for such employees, including overtime. For management 
employees no1 compensated for overlime, direcl labor charged Io afiliates shall be adjusted, 
on a departmental or organizational basis. lo-reflect estimated ovalime incurred based on an 
overtime review performed annually. 

All direct labor charges shall be increased by a faclor Io reflrrt nonprodudive timr 
The nonproductive time factor shall be dcvelopcd based on a review of actual nonproductive 
time incurred Tor the previous year. The mproduclivc lime factor reflects lime l n c u m d  for 
vacations, holidays, disability, jury duty vd other paid absences. 

(ii) Direct Materials and Purchased Scrviccs. Amounts incurred for materials or - 
purchased services directly attributable to a P a y  shall be charged direclly Io the appropriate 
account for thal Party. 

(b) Allocated Costs. Costs incurred thal are not speciftcally altribulable to a P a y  but that 
have joint benetil to two or mure Parlies shall be charged to Ihe appropriate Parties based on s p a i f i  
allocation melhodologies. The allocation methodologies wed shall be reasonably based on cost causative 
measurcs to ensure an cquilable allocation among such Panics. 

(c) Indirect Costs. The direct and a l k t e d  costs apponiomd to a Party of Parties shall be 
increased to refleclindirecl labor, administrative and gencral and other overhead amounts. These indirect 
costs are not specifically identifiable or attributable IO the direct COSIS incurred on behalf of a Party. 

All direct labor charges apportioned Io a Party (either apportioned directly or using an 
allocation methodobgy) shall be increased by a loading factor to reflect indirect labor-driven cosls. For 
each Party, this loading factor shall be determined annually bawd on actual indirect labor-driven charger 
incurred during lk prior year as a percenlage of total dim1 labor charges incurred in lhal year. The 
labor loading shall include payroll taxes; medical. dental and vision insurance costs; pension and Mhcr 

Page 8 



Nicor Gas  Ex. 46.3 
Page 12 of 30 

... 

postretirement health care bcnefils costs; incentive compensation plan costs; employ= wvings plans 
costs; training msis; olher employee benefils; Ihc "ployee beneffls departJmt cosls; co rnmnidbns  
and computer supporr and facililie cods. 

Facilities costs include buildings and relaled property, such as equipment, machiwry. 
furniture and fixtures, and related services; such as mail delivery and library services. Thesc imlirect 
charges shall include an amurn la reflect the cost of such assets (e.&, depreciation. operations. 
maintenance. utililies, insurance, real estate tules. e&.) and, for owned awls or assets leased under 
capital leases, a rCNrn equal to the rate of return on rate base most recenlly authorized for Nicor Gas by 
the ICC. 

Section 5.3. &IS Otarged ro/from NfCCJR. NlCOR shall maintain unique accouM 
numbers in its general ledger system: Consolidated Pool acwnnts (as described in Scclion 5.3(a)) and 
Unallocated Pool accounts (as described in Section 5.3(b)). All costs incurred by NICOR and not 
directly charged to another Party and all costs apprlioned and billed Io NICOR by other Parties shall 
be charged to one of these Iwo types of accounfs. 

".(a) Consolidated Pool Costs. The Consolidated Pool accounts shall be charged with 
casts related Io activities that jointly benefit all of the Parties. Each month, [he costs amrnulated ig fhe 
Consolidated Pwl  shall be apponioncd and billed to the Parties (other than NICOR) using a two- 
factor formula methodology. A represenlative listing of the typcs of Nicor Services for which cosls 
shall be charged to the Consolidated Pool is as follows: 

Accouming 
Auditing 
Branding and Olher Marketing 
Budgeting 
Corporate Planning 
Corporate Secretary's Office 
Executive Services 
Financial Reporting 
Finance 

Forecasting 
Governmental Affairs 
Information Systems 
Investor Relarions 
Legal 
Risk Management 
Shareholder Services 
Tax Administration 

@) Unallocated Costs. me Unallocated accounts shall be charged with costs that have 
b e a  determined as not appropriate for apportionment by NICOR to the other Parties. These costs 
primarily relate to NICOR's diversification and diveuinue activities. 

(c) Twcl-Factor Formula Methodology. Monthly, canscharged to thc Comolidated 
Pool shd1 be appmiomd and biIled by NlCOR to UK d e r  Palies based on a twwfactor f o m h  
methodology. Under this approach. each such Party wholly owned by NlCOR (other than m- 
operating h i e s )  is allocated and billed for a portion of che tolal ca(p in tbe Consolidated Pool based 
on an average of such Party's gross payroll and total asset amounts relative to !he awresponding 
averages for the olhcr wholly owned operating Panies. To adjust for seasonality in operations. UK 
gross payroll amounts used in Ihis allocalion shall be UK twelve-mooth-eadcd amounts through thc 
prior quarter-end. ThC total asm m u m  shall r e f l a  the monlpcnd balance horn tbc plar quutn 
ended. Non-opating affiliates are those that exist solely for UIC purpose of enabling Nicw Inc. to 
perform its corporate hnction and which do  not engage in the active management or oversight of any 

Page 9 



Nicor Gas Ex. 46.3 
Page 13 of 30 

enterprise doing business with third panies. For majorily-owned Parlies that are no1 wholly owned, 
the two-factor formula shall consider only the proplional ownership share of such Party's gross 
payroll and total assets. Affiliates that are not conlmlled by Nicor Inc. are precluded from becuming 
Parties to this Agreement. For purposes of this Agreement, control exisls when Nicor Inc. holds, 
directly or indircclly. more than 50 percenl orihc voting righls of the entity's common stock or more 
than SO percenlof the seals cm the board of directors or ofher oversight conmiltee. 

Serlion 5.4. Alioco~ims Among Parlies Orhcr l%an Nicor Gus. Nothing in this ankle. 
or any olher article. shall limit or reslrict the rights of Parties olher lhan Nicor Gas to allocate costs 
among themselves. so long as it does no( adversely impacl Nicor Gas, such as by increasing Nicor 
Gas' costs. If a Nicor Enlily charges Nicor Gas based upon ils fully distribuled COSIS, and such cmls 
include any intercompany charges from at3liates. such intercompany charges shall be determined in 
accordance with Ihe cost apportionment methodology described in rhis Agreement 

ARTICLE VI 
Limilations of Liability 

Sedioo 6.1. No WarmntiesFur Faeilifies or Services. Each Party acbwkdgcs  and 
agrces Ihzi a.& lacililies. equipment or capabiliiies made available, and any services provided, by a 
Provider to a Rquestor hereunder, are so msde available or provided WITHOUT ANY WARRANTY 
(WHETHER EXPRESS. IMPLlR) OR STATUTORY AND NOTWITHSTANDING ANY ORAL 
OR WIulTEN STATEMENTBY A PARTY'S EMPLOYEES. REPRESENTATIVES OR AGENTS 
TO THE CONTRARY) WHATSOEVER. ALL SUCH WARRANTTES (INCLUDING, WITHOUT 
LIMITATION, THE WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A 
PARTICULAR PURPOSE) A R E  HEREBY DISCLAIMED AND EXCLUDED. 

Scclion 6.2. Limited Worrrmlies For Asser Sales. (a) Except as provided in Section 
6.2@), each Party acknowledges and agrees that any real pmperly, interests in real p r o m ,  tangible 
pemnJ properly or Intangible Assels sold and transferred in accordance with Article 111 is so sold and 
transferred WTJfOUT ANY WARRANTY (WHETHER EXPRESS, IMPLIED OR S T A m R Y  
AND NOTWITHSTANDING ANY ORAL OR WRI'ITEN STATEMENT BY A SELLMG PARTY'S 
EMPLOYEES, REPRESENTATIVES OR AGENTS TO THE CONTRARY) WHATSOEYER. ALL 
SUCH WARRANTIES (INCLUDING, WITHOUT LIMITATION, THE WARRANTIES OF 
MERCHANTABILITY AM, FITNESS FOR A PARTICULAR PURPOSE) ARE HEREBY 
DISCLAIMED AND EXCLUDED. 

(b) In connection with a sale and transfer of rea1 propeq. inlerests in real property, 
tangible pasonal property, lnlangible Assets or NlCOR stock pursuant to Article 111, the Selling Party 
shall be deemed to have repmenled and warranted to Ihc Acquiring Party that: (i) till+ conveyed i s  
good, (ii) conveyance of such ritk is authorized and rightful. a d  (iii) ulc titk so conveyed is h e  and 
clear of all liens. claims. encumbrances or security imercsts of persons or entities claiming by or 
through theSelling Party, except, in the case of this clause (iii). as the Acquiring Parry and the Selling 
Parry m y  cihcrwix agree. 
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SecCion 6.3. No Pan.nership. The Parties acknowledge and agree that this Agreement 
does not creale a partnership belwccn. or a joint venture of, a Pariy and any other Party. E3ch Pany is 
an independent contractor and nothing conlained in this Agrcemcnt shall be conslrued to constimtc any 
Party as the agenl of any otha Party except as cxprcssly sct forth in Section 2.3. 

Seclion 6.4. Nu nird  Puny Bemflciories. This Agreement is intended for the exclusive 
benefit of the Parties hereto and is not intended, and shall not be decmedor construed. io creak any 
rights in. or responsibilities or obligatidns to, third parties. 

ARTICLE VI1 
Term 

Section 7.1. Term. 7his Agreement will be effective on the date it is approved by the 
ICC and shall continue, unless terminated as provided in Section 7.2.  

Section 7.2. Termination. Any Party may tcnninatc this Agreement as lo it by 
providing at leas1 30 days prior written notice to UK other Parties of the effective date of such 
termination. In addition. this Agreement shall terminate as to a Party upon the date that MCOR 
determines that such Party shall no longa be a party to thi Agrmcn t  and shall automatically 
terminate as to a Party upon the date that NICOR ceases, directly or iduert ly .  10 own que seconlics 
in such Party. Any such termination shall w affect the terminating Party's accrued righu md 
obligations under this Agreement arising prior to the effective date of terminalion or its obligations 
under Section 9.4. 

ARTICLE Vlll 
C o o f i d c n l i a l n  

&ch Party shall treat in confdence all information which it shall have &rained 
regarding h e  0 t h  Parties and their respalive businesses dnring the course of the performance of this 
Agreement. Such information sball no( be communicated to any person oihcr lhan the Parties to Ibis 
Agrcanenl. except to the extent disclosure of wch information is required by a govmuaen(al 
authority. If a Party is rquired to disclose coufidential information to a governmental aulborify, sucb 
Party sha l l  l ake  reasonable steps to make such disclosure confidunial nnder the rules of such 
governmental aulhority. Informa~ion provided hereunder shall remain the sole property of Ibe PWy 
providing such information. Ihc obligation of a Party to treat such information in confidence shall w( 

apply to any informalion whkb ( i )  is or bewmes available lo such Pany from a source o tk r  tban Ihe 
Party providing such i n f o d o n .  or (ii) ir or becomes available to the public other lhan aa a resuk of 
disclosure by such Pany or its agenu. 

ARTICLE 1X 
Misccllancws 

Seclioo 9.1. Entire Agreemen!; Amcndmenrr. Upon its effectiveness as provided in 
Scdion 7.1. this Agreement shall conslimte the sole and entire agreement among the Parties with 
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. respect to the subject matter hereof and shnll supersede all previous agreements, proposals, on1 or 
written. negotiations. representations, commitmcnls and all mher communications between some or all 
of the Parties. Except as provided in Section 9.2 with respect to new Parties and except that NICOR 
may amend Exbibit A lo  this Agrwment to delete any terminated Party, this Agreement shall no( be 
amended, modified or supplemented except by a written instrumenc signed by an authorized 
representative of each of the Parlies hereto. 

Section 9.2. New Ponies. Any other entity whkb is or may become an amliate of 
NICOR or any of the other Parties 10 this Agreement may become a party to this Agreement by 
executing an agreement adopting all of the terms and conditions orchis Agreement. Such agreement 
must be signed by NICOR in order to become effective, but need not be signed by any oher Party to 
this Agreement. Upon such execution. such entity shall be deemed to be a Parry and shall be includcd~ 
within the definition of 'Pany' for all purposes hereof, and Exhibit A shall be amended 10 add such 
entity. Nicor Gas shall noti@ Ihe- ICC by means of an informational filing each lime a new ParIy 
becomes eligibk to receive or provide services and facililies under this Agreement. This infomtional 
filing should include the name and business purpose of the Parfy and its relationship to Nicor Gas. 

Seclioo 9.3. As&nmenc. Thiw Agreement m y  not be assigned by any Party without 
the prior wrinen consent of NICOR. 

Section 9.4. Access IO Records. During Ihe term of this Agreement and for a pcriod of 
seven years afier the expiation or terrninalion ofthis Agreement as lo a Party. such Party shall have 
reasonable access Io and the right to examine any and all books, documents, papers and records wbiich 
pertain lo services and facilities providcd by the other Partics under this Agreement lo such Party. and 
such Party shall provide access to. and the opporlunity fo examine, all such records which pertain to 
services and facilities provided to the other Partip under this Agreement by such Party. Each Pmy 
shall maintain all such records for a period of seven years after expiration or termination of &is 
Agreement as to such Party. In addition, during the term of this Agreement and for a period of xven 
years after Ihe expiration or termination of this Agreement as to a Nicor Entity. the ICC shall have 
acirss to the books and records of such Nicor Entity as they relate to transactions between such Nicor 
Entity and Nicor Gas to the extent allowed under Section 7-101 of the Illinois Public Utilities Act and 
subject to Section 5-108 of the Illinois Public Utililies Act. 

Section 9.5. Puniaf Invofidify. Wherever possible. each provision hereof shall be 
interpreted in such manner as to be effective and valid under applicable law. but in case any one or 
more of the provisions contained herein shall, for any reason. be held to be invalid, illegal or 
unenforceable in any respect, such provision shall be ineffdive lo the exfent. but only to Ihc eatcnf, of 
such invalidity. illegality or unenforccability without invaliidating the remainder of such invalid, illegal 
or unenforceable provision or provisi& or any other provisions hereof. unless such a conslruction 
would be unreasonable. In Ihe event that il is delermined lhal the charges for a panirular Iranmuion 
covered by this Agreemen were not determined properly for any reason. such determination and/or 
fudbg shall no( affest the validity of such Iramdion; provided, however, that if the transadon 
involvcd Nicor Gas and a NICOR Entity, NICOR (or, if NlCOR so determines. such NlCOR miry) 
shall pay lo or reimburse Nicor Gas, or Nicor Gas shall pay to or reimburse such NlCOR Entity, as 
Ihc casc may be, for the diffcrcncc bctwccn the amount that was charged in conncclion with the 
transaction and the charge that is determined to be prcper under the provisions of Article V. 
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W i o n  9.6. Waiver. Failure by any P a y  10 insist upon strict performance of any term 
or coniilion herein shall no( be deemed a waivn of any rights or remedics that sudt Pafly may have 
against any other Pany nor in any way affect the validily of this Agreement m any par1 h e r d  or Ihc 
right of such Party thereafter lo enforce each and every such provision. N o  waiver of any breach of 
this Agreemenc shall be held to wnslitute a waiver of any o h  or sobsequeni breach. 

Section 9.7. Governing Low. This Agreement shall bc governed by. construed and 
interpreted pursuant to Ihe laws of the Sale of Illinois. 

JN WITNESS WHEREOF, the Panics have each causcd lhis Agreement to bc executed by a 
duly auIhorized representative as of (he day and year first above written. 

NlCOR INC 

Title: Executive Vice President Operations 

NORTHERN ILLINOIS GAS COMPANY 

By: 

Title: Execukive vice President Operations 

BJRDSALL, INC. n 

By: 1 

Name: Uorae U. Behrens 

TROPIC EQUIPMENT LEASING lNC. 

By: !&-d 
Narne:/Georg. H. Behrens 
Title: Mreccor and Vice Pres ident  

TROPICAL BAHAMAS LTD. 

By: && 
Name? George n. Brhrcns 
TitJe: Director 
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Title: V i c e  President 

NICOR ENERGY MANAGEMENT SERVICES COMPANY 

By: 
Name: Philip s. call 
Title: Director and President 

NICOR ENERGY SERVICES COMPANY 

TiUe: Direcror and President 

MCOR ENfiRGY SOJNl7ONS INC. 

By: J 
Namc: Daniel R .  DAg: 
Title Vice President 

ENERCHANGE L.L.C. 

By: 

MCOR NGV COW. 

Name: & l i p  s .  C a l i  
Tirle: Director and President 

NlCOR TECYNOLOGIES INC. 

By: / 
Title: V i c e  Presiden; 

NlCOR HOME SERVICES. L.L.C. 

By: J 
D a n d d  Dodge 

Title: V f c e  President 
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NICOR HORIZON. INC. 

Name: + h i l i p  s. c h i  
Title: Director and President 

Title: Vice President 

NICOR ROCKY ROAD COMPANY 

By: / 
Name: Danie l  /Dodge 
Title: Vice President 

NICOR OIL & GAS COR$QRATlON 

N&: Kathleen L .  Halloran 
Title: Vice Pres ident ,  Controller b Treasurer 

Director 

NICOR NATIONAL INC. , 

NidnC: Kathleen L. Halloran 
Title: Direc tor  and Treasurer 

me: Kathleen 1. A a l l o r m  

Direc tor  
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By: 

NORTHERN ILLINOIS GAS COMPANY 

BIRDSALL, INC. 

N.mc:llamuM.Bkdr 
Title: scniorviiprcsideot 

TROPICAL BAHAMAS LTD. 

2 
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NICOR W W G Y  SOLUTCONS INC. 

By: & Nam: C.Gr.icey,h. 

BY:& Namc: C.oRccy,Jr. 

Ti: SccmhIY 

MCOR HOME SERVICJB, LL.C. 

By: 

3 
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MCOR HORIZON, mc. 
BY: 

MWR RWKY ROAD COMPANY 

MCQR OIL & GAS CORPORATION 

BY: & N-. c. GrWY. k. 

NlCOR NATIONAL. INC. 
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NlCOR P l " G ,  L.L.C. 

MCOR SOLUI'IONS. LL.C 
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SliCOND AMENUMEN’IIO 
OPERATIW AGREEMENT 

1 his Secund Anitridmeiil tu Operating Agrcciiient (“Second Amendintnt”) is made anJ 
entcrcd into as ol‘ihe 7th da) offcbruary, 2007 

WITNESSETH 

WHEREAS, Nicor Inc. (“NICOR), Northern Illinois Gas Company d/b/a Nicor Gas 
Company (“Nicor Gas”) and each of the other signatories hereto are parties to that certain 
Operating Agreement dated as ofOctober 25,2001 (the wfriginal Operating Agreement”) as 
amended by that certain First Amendment to Operating Agreement dated as of September 13, 
2004 (the “First Amendment”) (the Original Operating Agreement as amended by the First 
Amendment is hercin referred to as the ‘Currently Effective Operating Ageement”); wd 

WI.IEKEAS, by Order issued in Docket No. 02-0581 and effective June 15.2004 (the 
“Money Pool Ordcr’y, the Illinois Commerce Commission (the “ICC”) adopted 83 111. 
Administrative Code Pari 340, Money Pool Agreements; and 

WHEREAS, the parties to the Original Operating Agreement entered into the First 
Amendment for the purposes of complying with the Money Pool Order and, by Order issued in 
Docket No. 04-0629 on December 15,2004 (the “First Amendment Order”), the ICC approved 
the First Amendment; and 

WHEREAS, the Fimt Amendment and the First Amendment Order psrmirted Nicor Gas 
to loan funds to NICOR on the condition, among others, that NICOR continued to meet the 
eligibility criterion set forth in Section 340,4O(b)(l) of the ICC regulations; and 

WHEREAS, the ICC regulations issued pursuant to the Money Pool Order also would 
aliow Nicor Gas to loan hnds lo NlCOR as long as NICOR met the eligibility criteria set forth in 
sither Scaion 340.40(b)(2) or Section 340.40(bH3) of the ICC regulations; and 

WHEREAS, the parties desire to amend the Currently Effective Operating Agreement 
solely to allow Nicor Gas to loan funds to NICOR as long as NlCOR continues to meet the 
eligibility criterion set forth in Section 34O(b)(I), (2) or (3) ofthe ICC regulations. 

NOW THEREFORE, in consideration ofthe foregoing and the murual covenants 
contained herein, the Parties hereby agree as follows: 

I .  Unless otherwise expressly defined herein, capitalizcd terms used herein shall have 
the meanings assigned to them in the Currently Effective Operating Agreement. 

2. The Lerm “Agreement” as used in the Currently Effective Operating Agreement and 
this Second Aincndnient shall be deemed to meen the Currently Effective Operating Agreement 
as amended by this Second Amendment. 
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3. The initial clause (a) of the Addendum to the Currently Effective Operating 
Agreement is hereby deleted in its entirety and the following new initial clause (a) is substituted 
in lieu thereof: 

“(a) To the extent that Nicor Gas possesses excess cash and no outstanding short term 
borrowings, cash advances can be made to NICOR Inc. to the extent that it continues to meet the 
requirements orSection 340,40(b)(I), (2) or (3); and” 

4. Except as amended hereby, the Currently Effective Operating Agreement shall 
continuc i n  full force and effect in acwrdance with its lerms. 

IN WITNESS WHEREOF, the Parties have each caused this Second Amendment to be 
cxccuted by a duly authorized representative as ofthe day and year first above written. 

NICOR MC. 

By: 
h a m e :  Gerald P. O’Connor 

Title: Vice President Finance 
and Treasurer 

NORTHERN ILLINOIS GAS COMPANY 

By: &Y/&iP 
hame: Karen K. &#ping 
Title: Vice President and Controller 

BIRDSALL, INC. 

By: - 
/Name: Gerald P. O’Connor . 

Title: Treasurer 

TROPIC EQUIPMENT LEASWG MC. 

By: A 
/Name: Gerard P. O’Connor 

Title: Vice President and Treasurer 

TROPICAL SHIPPING AND 
CONSTRUCTION CO IMITED 

Title: Chairman and President I 
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NICOR ENERGY VENTURES COMPANY 

By: 
f l ame :  Gerald P. O'Connor 

Title: Treasurer 

NICOR ENERGY MANAGEMENT 

Title: President and Treasurer 

N@XS&RVV;orP 

8 .  l-L---- 

Name: Christopher F. Childress 
Title: President 

NICOR ENERGY SOLIJ,TlCNS INC. 

/ Name: Gerald P. O'Connor 
Title: President and Treasurer 

NlCOR ENERCHANGE L . S .  

BY: ,,$$.I& 
Name: Gerald P. O'Connor 
Title: Treasurer 

N I C & I Z l I T @ &  

B -__ 
Name: Christopher F. Childress 
Title: President 

NICOR HORIZONTG 

BY: / 
ame: Gernld P. O'Connor 

Title: President and Treasurer 
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d a m e :  Gerald P. O’Connor 
Title: President and Treasurer 

NICOR NATIONAL INC. 

By: 
Name: Gerald P O’Connor 
Title: President and Treasurer 

NICOR MINING JNC. A A 

By: 
/ Name: Gerald P. O‘Connor 

Title: President and Treasurer 

NICOR PURCHASM 

By: 
/ Name: Gerald P. O’Connor 

Title: President and Treasurer 

N ICOlbSOLUT1ONS~L.L.C. - 
BY 

Nade: Chribtopher F. Chiidrrss 
Title: President 

/Name: Gerald P. OConnor 
Title: President and Treasurer 

PRAW POINT ENERGY, L . M .  , 

4 

Nahe’&hrisfopher F. Childrers 
Title: President 

4 
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Name. Christopher F. Childress 
Title: Presidek 

SEVEN SEAS INSURBNCE COMPANY. INC, 

ame: Gerald P. OConnor 
Title: Vice President and Treasurer 



N c o r  tias Ex. 46.3 
Page 30 of 30 

Revised 
March 17,2008 

Exhibit A 

Parties to the Ooerntine Aereement 

NICOR Inc. (Parent) 
Northern Illinois Ga? Company 
Birdsall, Inc. 
Tropic Equipment Leasing Inc. 
NICOR Encrgy Ventures Company 
NICOR Encrm Managmcnr Services Company 
NICOR Energy Services Company 
NICOR Energy Solulions Inc. 
NlCOR Enerchangc L.L.C. 
NlCOR Home Scrviccs, L.L.C. 
NKVR Horizon, Inc. 
NICOR Oil Br Gas Corporatinn 
NICOR National Ioc. 
NICOR Mining Inc. 
NICOR Purchasing L.L.C. 
NICOR Solurionr. L.L.C. 
NI-Gas Exploration lnc. 
Prairie Point Energy L.L.C. 
IBT Solutions L.L.C. 
'Tropical Shipping and Construction Cumpany Limited 
seven Seas Insurance Company. Inc. 
Cpxss Creek Gas Stmgr. L.L.C. 
Central Valley Gas Storage, I..I..C. 



STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 

Northern Illinois Gas Company ) 
d/b/a Nicor Gas Company 1 

) Docket No. 08-0363 
Proposed general increase in rates, and 1 
revisions to other terms and conditions 1 
of service 1 

AFFIDAVIT 

I, Gerald P. O'Connor, under oath, hereby swcar to the following: 

1. I am the Senior Vice President Finance and Strategic Planning of Nicor Gas 

Company; 

2. I prepared prefiled Surrebuttal Testimony on behalf of Northern Illinois Gas 

Company, d/b/a Nicor Gas Company, submitted as Nicor Gas Ex. 46.0, including Exhibits 46.1 

through 46.3, and filed on November 5,2008; 

3 .  I have personal knowledge of all the facts in my Surrebuttal Testimony, and the 

answers set forth therein are true and correct to the best of my knowledge; and 

4. If asked those same questions today, my answers would be the same. 

Subscrib d and sworn to before me 
this 4f_ kd day of November, 2008. 

P I  

Notary Public 
j ,  

JOAN E BALfusis 
NOTARY PUBLIC - STATE OF ILLINOIS 
MY' COMMISSION EXPIRES03I31109 
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